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BASIC IN COST MANAGEMENT
 
BY 
KAMUKAMA NIXON 
INTRODUCTION 
Ever since the use of money replaced the Barter system of exchange people have been 
concerned with costs. 
Furthermore, the increasing emphasis on value for money and the grbwth of competition 
have increased the demand for more accurate cost informatien needed for making 
economic decisions. 
It is against this background that cost management was introduced as a despline. 
DEFINITIONS 
1. COST MANAGEMENT 
These are actions employed or used by organizations/people to maintain or keep 
costs at minimum levels or within affordable means. 
2. COST 
•	 In simple terms, a cost is price paid for something e.g. product Or service 
•	 Cost is "an exchange price, a foregoing, a sacrifice made to secure benefit". 
The foregoing or sacrifice is represented by a current or future decrease in 
cash or other assets or an increase in current or future liabilities. 
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•	 A cost is the value of economic resources used as a result of producing 
doing the thing costed.
 
I WHY IS COST IMPORTANT TO THE BUSINESSIINDIVIDUAL 
I The importance to cost vary from different business set ups but the well and 
common importances are:­
" 
1)	 Costs assist or help in setting the selling prices of products purchased or 
produced and services offered to customers. This is so especially when cost 
oriented methods of pricing are used. E.g. cost + mark up approach. 
2)	 Costs assist in assessing the profitability of the product or service. By relating 
or comparing the cost of the product or service against the selling price, the 
business person is able to establish the profitability of the product/service:­
.	 Profits = Selling Price - Cost of the product/sales 
3)	 Costs assist an individual in making economic decisions. For business to 
succeed, viable decisions should always be made. Therefore costs should 
! .	 
assist in making decisions such as:­
•	 As to whether to buy or to make the product. This requires the concerned 
party to compare the costs involved in the two alternatives given. 
•	 Whether to increase wages or salaries to employees if any. 
•	 Whether to replace the assets being by the business. This is done by 
comparing the cost of purchasing the new machine arid the costs of 
maintaining the existing one. 
,	 
• Whether to leave the market or product line or to remain in the same line. 
I 
4)	 Costs also help in Budget Planning and making Budget is a quantitativei 
expression of goals and objectives an organization or individual wishes to 
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achieve and the costs of obtaining those goals. A budget is formulated basing 
on the costs required to meet the needs of the requirements. 
TYPES OF COSTS 
It is a common practice that people has been and are still confusing costs, expenses and 
losses. 
In order to assist those who are sharing the same view, the discussion will make a 
demarcation or separation between them in terms of production costs, operating expenses 
and operating losses. 
1. PRODUCTION COSTS OR OPERATING COSTS 
I 
'I These are expenditures made in producing or acquiring the product including any 
extra expenditure incurred in putting a product in saleable condition and location. 
Such costs or expenditures include:­
II 
:1 (a) Material Costs 
Cost of materials/product e.g. fish 
Fuel for the assets used e.g. boats 
Charcoal or fire wood used for smoking fish 
Feeds for fish used in fish farming 
,I 
I 
(b) Labour Costs 
These are costs paid to people or staff who are involved in fish 
farming, catching fish, smoking fish, handling fish etc. These 
could be in form ofwages or salaries. 
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(c) Overheadllndirect Costs 
Costs not directly related to the product produced or service 
offered. These costs include:­
• Electricity costs 
• Water costs 
• Rent (store for fish) 
• Hiring charges (refrigeration) 
• Security costs (salaries) to security men who guard the assets 
(boats) or dams where fish is reared. 
Therefore, Total production costs = Total national costs + Labour costs + 
Overhead production costs. 
2. OPERATING EXPENSES/COSTS 
These are expenditures incurred in trying to distril;mte and sell the products to the 
customers. These costs are usually deducted from revenue (Sales) = Units sold x 
selling price. Examples of such costs include:­
a) Distribution Costs Transport costs to - customers 
- workers 
Advertising costs 
Selling expenses paid to staff 
b) Administrative Costs:- These include:­
Salaries to Administrators/Supervisors 
Lunch allowance 
Consultancy fees 
Security costs 
Bad debts 
Interest cots etc. 
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Total operating costs = Distribution + Administrative costs 
3. LOSSES 
A loss is a cost resulting in the service potential of an asset that generated as 
benefit to the firm. Obsolescence or destruction of stock by fire are examples of 
loss. For example, if fish decayed, it is a loss to the business because all the 
injected funds (cash) will never be received. 
Another form of loss is when the selling price set fails to recover all the costs used 
in production and operating the business. i.e. selling price is less than cost of the 
product. Loss takes place when there is either:­
• Price being less than costs involved in producing and operating the business. 
• Destruction or obsolescence (decay) of the product and theft of the product 
II 
4. COST ASCERTAINMENTfDETERMINATION 
I 
Production costs = Material costs + labour costs + overhead production 
costs 
Cost of each unit or cost per unit (CPU) Total Production Costs= 
II 
= e.g. If material costs 
Units produced/purchased 
10,000/= 
II =Labour costs 8,000/= 
I 
\ =Electricity + Rent (boat) 6,000/= 
il 
I And number of fish purchased or caught = 
Security costs = 6,000/= 
100 
.II 
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Total production costs
 
= 10,000/=
Material costs 
8,000/=Labour costs \ 
= 6,000/=Overhead costs 
Security costs = 6,000/= \ 
Total costs for 100 units (fish) = 30,000/= \ I 
= 30,000/= = 300/=Cost of each unit (fish) 
100 
Assuming an individual intends to sell all the fish but will spend the following 
amounts in the process of selling. 
Transport = 10,000/= 
Lunch = 4,000/= 
Salaries/Wages = 5,000/= 
Rent = 8,000/= 
Handling/lifting charges = 3,000/= 
Tax = 
Total operating costs = 40,000/= 
Operating cost per unit = = 400/= 
100 II\ 
ITotal cost per unit of each unit = production cost per unit + operating cost per unit 
\ 
= 300 + 400 = 700/= 
'. 
6 
If an individual wants to determine the selling price, he/she should consider the 
total cost of Shs. 700/== and the margin (profit) he intends to save or use for his 
personal needs. 
Therefore selling price == Cost + Profit Margin 
== 700/= + say 20% of cost 
== 700 + 700 x 20 
100 
== 840/= 
5. HOW CAN COSTS BE MANAGED? 
As mentioned before, it is a prerequisite for every business to manage its costs. 
Every business firm should practice the following actions in attempt to manage 
cost. 
a) Cost control - This is the function of keeping costs within prescribed limits. 
Cost control enables or compels actual costs incurred to conform or equal to 
budgeted costs. 
I Actions usually taken include:­
II Working within the budgets set 
!I Supervision of the activities carried out within business by staff 
\1 
Plan for every activity in advance 
Review or always compare the budgeted costs against Actual costs 
and in case of difference which is abnormal take corrective action 
II immediately. 
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b) 
,- Use of efficient facilities or perfect assets. 
Avoid the use ofworn out motor vehicles, boats, refrigerators etc. 
cJ Always avoid uncalled for or controllable Costs. These are costs that ca 
be avoided. Such costs include:­
Redundancy costs ) These occur as a result of shortage 
ofmaterials/stock 
Stoppage costs) 
Power disconnections 
Revenue Authority for failure to pay tax 
d) 
Try to get rid offnon - core sections or non operating facilities or assets. 
These include facilities owned hy business or individual but do not 
generate revenue or not profitable to business.· In this case, the fol/owing 
should be completelyavoided:_ 
Boats maintained but not used 
Vehicles in bad condition 
, 
Rooms rented but not used. 
e) 
Always try to transport, process and buy in large quantities/bulk to 
enjoy economies ofscale. 
f) 
Be a different person from your business i.e. never mix family needs and 
other related matters with business. 
g) 
Always try to buy finn reliable and cheaper source/supplier 
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INTRODUCTION \ 
Any Industry, such as Fisheries Industry, is characterized by the primary sector 
which directly deals with the production of the raw commodity (e.g. fish); th 
secondary sector which regroups processing activities (e.g. handling and storage" 
processing and packaging); and the tertiary sector which is concerned with 
support services and marketing of finished products. 
The Fisheries Industry employs fishermen, fish farmers, fishmongers, fish 
processors and fish exporters who independently manage their private businesses 
essentially following the existing National Fisheries Policy of MAAIF which 
advocates for eradication of rural poverty through modernization of agriculture. 
In 1997, it was estimated that 136,000 artisanal fishermen were engaged in the 
fishing industry and over 700,000 people were involved in fisheries activities in 
the secondary, and tertiary sectors of the Fisheries Industry. Presently, the above 
statistics could be higher due to increased fishing effort on all Uganda major and 
minor water bodies which are estimated to produce 300,000 metric tonnes of fish 
annually on a sustainable basis. 
In 1996, Uganda earned US$45 million from fish exports, taking second place to 
coffee in export earning. This vibrant industry has the potential for higher fish 
production through both capture fisheries and The -target fish export 
revenues would raise to nearly US$IOO million annually if proper management 
regimes and government policies are effectively implemented. 
FISH PROCESSING AND MARKETING 
The current statistics show that out of the fish landed, about 60% is marketed 
fresh, while 20% is processed using traditional methods (e.g. smoking, salting, 
sun-drying, frying), and non-traditional methods (e.g. icing, brining). 
1 
II
 
\\1,

1,1 ,­
.
'
,I 
I

I,' 
\ 
" \ 
,',\ 
, III 
., \' 
1

... .. " 
.'I
. 
Industrial processing of fish mainly for export has recently become significant. 
Marketing of fish is characterized by several channels of distribution for both the 
domestic and foreign markets. The majority of consumers get their fish through 
distribution chain, others get directly from the producers or middlemen. 
3.0 FISH DEMAND AND SUPPLY INFLUENCE 
The demand and supply of fish at different water bodies has greatly influenced 
prices of fish and fishery products (e.g. fillets, fish skin, fish meal, etc.). In the 
marketing concept, the higher the demand for fish and fish products, the higher 
the price of such products and vice-versa. Also, the greater the supply, the lower 
the demand and prices; and on the contrary, the smaller the supply the higher the 
,I demand and prices. Normally, the fish landed at the fish-landing sites is sold on 
auction basis to either wholesalers or retailers at optimum prices determined in the 
'I auction process. 
I The processing industry has also substantially influenced market prices at various 
fish-landing sites where fish destined for processing industries fetches higher 
I prices than fish destined for the open market. 
I 4.0 CONSUMABILITY PREFERENCES 
I 4.1 Individual tastes 
I Depending on the manner in which fish is processed and marketed, some people 
may prefer to consume smoked fish rather than fresh fish or vice-versa. SuchI products may be categorized as having high, or medium, or low value depending
 
on the individual preference. The pricing of these commodities in the local
 
market will inevitably vary according.to people's preferences.
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4.2 INFLUENCE OF LOCAL TRADITIONS AND TABOOS r 
Indifferent regions of the country, the value of a particular fish speCIes may 
considerably vary. This variation is normally caused by existence and strict 
observance of local traditions, taboos, habits and religions beliefs which 
influence consumability of such products, hence affect their marketability. 
In those circumstances, the business community needs to identify a viable market 
r. 
, V for such coInmodities. 
5.0 CONCLUSION AND RECOMMENDATIONS 
. The basic marketing concept is founded on the principles of supply and demand 
'which considerably control the pricing of various commodities either in the local 
or foreign markets. The pricing can be profit-pricing, buyer-based-pricing where 
a buyer rather than a seller fixes his/her own optimum prices (as the case is at 
most fish-landing sites), competitive-based-pricing which normally prevails in the 
global markets (e.g. the European Union markets) where fish is bought according 
to the existing world competitive prices. 
The information given under this topic is beneficial to all business communities 
! 
irrespective of nature of their trades. The situations cited can accordingly be 
.1· Icorrelated to suit particular or individual needs for operating economically viable 
business. 
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